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Gent lelnen: 

We have considered your application fo r  tax exempt s ta tus  under sect ion 
501 (c)(3) of the  Internal  Revenue Code. 

i ' 
Tile eviden** ****  s that you were incorporated ****** *  **** as a 
nonprofit,  * * * * ***   corporation i n  the S ta te  of ***** . 

The purposes for  which the corporation is fohed  are as  follows: 

**** *********  *  *  ganized for a l l  ,purpdses permitted under T i t l e  
**** *********** ***  *** *****  .I1 

The corporat ioal  s a c t i v i t i e s  consist of E o v i d i G  "exhibit ion space i n  the 
**** *****   t o  its members as  well as  exhibitiod space for  shows which a r e  
an in tegra l  part of its public a r t  education hrogram." The application 
fur ther  s t a t e s  tha t ,  "plans a r e  underway for  the annual a r t  auction i n  
which eacn a r t i s t  may exnibit h i s  or her own works t o  be auctioned t o  the 
public." A r t i s t s  who s e l l  works a t  exhibits  or auctions must be members of : 
the  organization, a privi***  *  r  whi** they, "are assessed duest:Rember 
a r t i s t s  l ldo~late between ** *** t o  **0% of money received for  works 
auctioned a t  the annual auction." 

A fur ther  analysis of the organization's application reveals that  the board 
of d i rec tors  has sole discret ion as  t o  which a r t i s t s  a re  allowed t o  become 
members and a r e  extended the opportunity t o  par t ic ipate  i n  exhibits  and 
auc t i 0~1s. 

Aii e x a n i n a t i * * *  ** furnished f inancial  statements for  years ended ********  
**  ***3 and **** reveals that. approximately **9 of gross receipts  was 
*** ved i n  each year from sales  and auctions of a r t .  An a~ la ly s i s  of the 
***1 a u c t i c ~  proceeds indicates t*  t  approximately **% of the proceeds were 
reinitted tc meher a r t i s t s  with **2 of the poceeds being retained by the 
organization. 1 



Section 501(c)(3) of the Code provides Lor exemption from Federal income 
tax of o rga~ iza t ioa  organized and operated for ~xc lus ive ly  educational 
purposes . 

If 
Section l .Sol (c) (3>- l (d) ( l ) ( i i )  of the Incolne Tax ReIgulations provides that 
&I organization is  not organized and operated exclbsively for  educational 
purposes unless it serves a puulic rather than a private interest .  

l a '  

Section 1.501(c) (3)-l(d) (3) of the regulations p ovides that the term 
"educationalI1 re la tes  to  the instruction of the p d 3 ic  on subjects useful 
t o  the individual ai~d beneficial to  the c o m i t y .  bseums are included i n  
the examples of educational organizations which, i f  ey otherwise meet the 

- requirements of section 501(c)(3) of the Code y qualify under th is  
sect  ion. 

2 
Revenue ,&ling 66-178, 1966-1 C.3. 138 holds. that an organization that 
fosters a develops the a r t s  by sponsoring a public a t t  exhibit a t  which the 
works of unknow~ but promisiilg a r t i s t s  are gratuitously displayed may 
qualify for exern:>tion under section 501(c)(3) of the Code. The 
organization does not ~ e i 1  rr offer the displayed works for sale.  

ileve~lue Ruling 71-395, 1971-2 C.B. 228, on the oqher hand holds that a 
cooperative a r t  gallery formed and operated by a ghup of a r t i s t s  for the 
purpose of exhibiting and selling their works d p s  not qualify under 
section ;Ol(c)(3) of the Code. >I I 

I 
1 

Reve~~ue Auling 76-152, 1376-1 Z.B. 151, states, th.at a non profit  
orgai.ization formed by a r t  patrons to promote commtm'cy understanding of 
modern a r t  tre& by s e l e c t i q  for exhibit,' exhib'lTing, and selling art 
works of local a r t i s t s ,  retaining a commission on saies less  that customary 
charges &IC! aot sufficient t o  cover the cost of opepating the gallery does 
not qualify for exeinptlon under section 501(c)(3) of the Code. 

As in  the case i n  iZev. Rcl. 71-395, the artist-members of your organization 
are beixq direct ly benefitted by the exhibition and sale  of their ~ o r k s ,  
with the resul t  that a major activity of the organization is  serving the 
private interests  of those a r t i s t s  whose works are displayed for sale. 
Since the majority of all, sales proceeds are turned ,over to the individual 
a r t i s t s ,  such direct  benefits are substantial by1 any measure and the 
or:!a.aizatioals provisions c F  then cannot be dismissed as being merely 
i~lcidelltal to i ts  other prposes  and act ivi t ies .  Accordingly, your 
o r ~ a ~ i z a t i o ~ i  is  not operated for exclusively educational purposes and thus 
does aot qualify for  exemption under sectioa 501(c)(3') of the Code. I n  addition, 

your PuvOBeS =tated i n  your organizing document a t e  not 1 imi ted . to  those 
described i n  =ect ion 501 ( c )  (3)  of the Code and theref4re you are not organized 
exc lus ive ly  f o r  sxch purposes. !I 

1 \ 

I 
1 1  



You a r e  re lp i rcd  to  Eile a taxable re turn  Form 1120 or  1041 with the 
l l i s t r i c  t 1)irector of I~l ter i la l  ibverlue Service. please se~ld  tilo re tu rn  t o  
the Illtertlal A\everluc Service, P. a. aox 1630, General P,ost Off ice, Brooklyn, 
IN L l L O L .  

Colltributions made t o  yo11 are  11ot deductible by the donors as  char i t ab le  
coutributions a s  defined i n  sect ion 170(c) oE tlle Code. 

If you Jo llot agree with t n i s  deterlninatior1 you nay p ro tes t  i n  accordance 
vri t h  the  ellclosed i~ l s t r uc t i ons  within 30 days. 

P ro tes t s  submitted \~ll icu do not contain a l l  the documentation s ta ted  i n  the 
ins t ruct ions  d i l l  be returned f o r  completio~ls. 

If ,.re do hear froin you vrithia tha t  t i m f :  t h i s  determination w i l l  be 
considered f i n a l  and the appropriate S ta te  Of f ic ia l s  w i l l  be not i f ied .  

IE you do not protes t  t h i s  yoposed deter~ninatioil i n  a timely maruler, it 
dill be co.lsidercd by the Inter'lal Revenue Service as a f a i l u r e  t o  exhaust 
avai labie  admi~l i s t ra t ive  re~aeJies.  k c t i o ~ l  742d(b) i2 )  oE the Interrlal 
,kvc,lue Code provides i u  par t  tha t  "A declaratory judgment o r  decree under 
t h i s  sectio.1 s h a l l  not be issu-J i n  a ~ y  p:ocecding unless t h e  Tax Court, 
the :laifis :oclrt, or the d i s t r i c t  court of the Urlited S ta tes  fo r  the 
3 i s t r  i c t  oE :olwnjia deter~nirles that  thc organization involved has 
exhausted administrat ive remedies available t o  it within the Internal  
Revenue k r v i c e  ." I 

I 

Very t ru ly  your&, 

Dis t r i c t  Director 

cc: ****  *****  
* *  ***** *****  
* * * * *  ****** **** **** 
***** ** * * * ** *******  

B,~closure: Publicat ion 832 


